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DEPARTMENT  OF  ADMINISTRATION 

PROPERTY  AND  SUPPLY  BUREAU 

Report  Summary 

This  performance  audit  report  provides  information  regarding  operations 
of  the  Property  and  Supply  Bureau.  Chapters  III  through  V  include  recommen- 
dations made  to  improve  operations  of  the  central  stores  function  and  the 
surplus  property  function  of  the  bureau,  as  well  as  improve  state  agency 
control  over  surplus  property. 

CENTRAL  STORES  OPERATIONS 

In  1980  the  Department  of  Administration  established  the  Central  Stores 
Bureau  to  provide  office  supplies  for  state  agencies  in  a  more  cost  effective 
manner  through  centralized  volume  purchase,  storage  and  sale.  Since  its 
inception,  the  central  stores  function  has  grown  both  in  types  of  products 
provided  and  in  volume  of  sales. 

As  part  of  our  performance  audit  of  central  stores  operations  we  com- 
pared prices  of  products  available  through  the  central  stores  with  discounted 
prices  of  the  same  or  similar  products  available  from  private  suppliers  to 
determine  if  state  government  was  saving  money  through  operation  of  the 
central  stores  function.  We  found  central  stores  is  providing  an  estimated 
annual  savings  of  $990,000. 

Product  Markup 

In  order  for  the  central  stores  to  cover  its  overhead  it  is  necessary  to 
include  a  markup  in  the  price  of  each  product.  During  our  review,  the  bureau 
staff  did  not  have  adequate  detailed  documentation  supporting  the  individual 
product  category  markup  percentages  in  effect. 

As  a  result  of  our  interim  memorandum  to  the  bureau  during  the  audit 
work,  the  bureau  implemented  a  markup  method  that  is  more  representative  of 
actual    costs    and    is    better    documented.       We    further    recommend    the    bureau 
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periodically     review     the     reasonableness     of     product     markup     percentages     and 
revise  and  document  as  necessary. 

SURPLUS  PROPERTY  OPERATIONS 

The  state's  surplus  property  function  was  originally  established  in  1943  as 
part  of  the  Office  of  Public  Instruction.  The  function  was  transferred  to  the 
Department  of  Administration  -  General  Services  Division  in  1977  and  remained 
there  until  1982.  The  function's  main  purpose  was  the  distribution  of  federal 
surplus  property  with  increasing  responsibility  for  state  agency  surplus 
property  in  later  years.  During  fiscal  year  1985-86  the  bureau  discontinued 
the  warehousing  of  federal  surplus  property  and  now  acts  as  a  facilitator 
assisting  applicable  entities  in  obtaining  federal  surplus  property.  The 
function's  main  responsibility  now  is  the  control  and  disposition  of  state 
agency  surplus  property. 

During  our  review  of  surplus  property  operations,  we  made  recommen- 
dations in  the  following  areas. 

Surplus  Property  Handling  Fees 

The  bureau  was  charging  different  handling  fees  for  surplus  property 
depending  on  the  funding  source  used  for  the  original  purchase  of  the 
property.  The  bureau  charged  higher  handling  fees  for  General  Fund  surplus 
property  as  compared  to  surplus  property  originally  purchased  with  other  funds. 
The  bureau  was  also  charging  handling  fees,  in  excess  of  actual  costs,  for 
services  provided  during  the  auction  of  state  surplus  property.  We  recommend 
the  bureau  document  support  for  surplus  property  handling/auction  fees;  and 
periodically  review  and  revise  surplus  property  handling/auction  fees  as 
necessary. 

Distribution  Of  Surplus  Property  Sales  Revenues 

When  an  agency  disposes  of  surplus  property  the  revenue  from  sale  of  the 
property  (less  handling  fees)  is  required  by  statute  to  go  to  the  fund  used  to 
originally  purchase  the  property.  We  identified  two  concerns  regarding  bureau 
distribution  of  these  revenues. 

The  bureau  did  not  make  any  distributions  of  surplus  property  sales 
revenue  to  the  General  Fund  during  fiscal  years   1983-84,    1984-85,  and   1985-86. 
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According  to  bureau  staff  the  bureau  retained  General  Fund  money  over  and 
above  handling  fees  because  of:  1)  the  need  for  the  surplus  property  section  to 
establish/maintain  a  working  cash  balance  to  fund  its  day-to-day  operations; 
and  2)  the  result  of  higher  handling  fees  for  General  Fund  surplus  property. 
Because  of  previous  bureau  record  keeping  procedures,  we  cannot  determine 
the  amount  of  money  that  should  have  been  distributed  to  the  General  Fund 
for  those  years  when  none  was  actually  transferred. 

Second,  in  reviewing  a  revenue  distribution  logbook  maintained  by  the 
bureau,  we  found  examples  where  amounts  to  be  distributed  were  being  incor- 
rectly computed,  and  other  examples  where  distributions  of  the  sales  revenues 
were  not  being  done  on  a  timely  basis.  We  recommend  the  bureau  ensure 
proper  and  timely  distribution  of  surplus  property  sales  revenues. 

STATE  AGENCY  CONTROL  OF  SURPLUS  PROPERTY 

We  visited  12  state  agencies  to  determine  the  extent  of  undeclared  sur- 
plus property  currently  being  stored/held  at  those  agencies.  We  identified  at 
least  $130,000  in  undeclared  surplus  property  at  eight  of  these  agencies.  In 
order  to  maximize  the  revenue  from  the  sale  of  surplus  property,  it  is  essential 
these  declarations  of  surplus  property  be  made  on  a  timely  basis.  We  recom- 
mend the  Department  of  Administration  inform  and  educate  state  agencies 
regarding  the  need  for  timely  declaration/disposition  of  state  government 
surplus  property. 

OTHER  SURPLUS  PROPERTY  CONCERNS 

We  made  other  recommendations  in  areas  related  to  surplus  property 
including:  1)  establishing  a  timely  process  for  bureau  discounting/disposition  of 
surplus  property  items  in  its  inventory;  and  2)  establishing  procedures  to 
ensure  timely  processing  of  properly  authorized  surplus  property  forms  and  to 
maintain  an  appropriate  level  of  control  over  disposition  of  surplus  property. 

BUREAU  DATA  PROCESSING 

During  the  last  half  of  1986,  the  bureau  transferred  its  data  processing 
activity  to  a  new  minicomputer.  We  tested  general  and  application  controls 
related  to  the  bureau's  overall  data  processing  system.  We  conducted  further 
testing     by    submitting     test     transactions     to    the    system     to    determine     if    the 
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transactions    are    properly    processed    and    to    determine    if    documented    controls 
are  working. 

We  made  the  following  recommendations  to  improve  bureau  data  process- 
ing operations:  1)  development  of  written  policies  and  guidelines  regarding 
minicomputer  operations;  2)  development  and  maintenance  of  adequate  docu- 
mentation of  minicomputer  system  modifications;  3)  establishment  of  adequate 
segregation  of  duties  and  independent  review  of  data  processing  activities; 
4)  strengthening  of  physical  security  control  over  the  minicomputer  and  related 
materials;  5)  maintenance  of  adequate  off  site  storage  of  application  software 
and  data  backups;  and  6)  establishment,  testing  and  maintenance  of  a  written 
disaster  recovery  plan  for  its  minicomputer  system. 
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CHAPTER  I 

INTRODUCTION 

A     performance     audit     of     the     Property     and     Supply  Bureau     of     the 

Department     of     the     Administration     was     conducted     at     the  request     of     the 

Legislative    Audit   Committee.      The    bureau    is    responsible    for  the    operation    of 
state  government's  central  stores  and  surplus  property  functions. 

AUDIT  OBJECTIVES 

The  main  objectives  of  the  audit  were  to  review: 

1 .  efficiency  and  effectiveness  of  bureau  operations; 

2.  adequacy    of    bureau    and    other    state    agency    control    over    surplus 
property; 

3.  reasonableness      of      central      store      and      surplus      property      pricing 
procedures; 

4.  adequacy  of  management  controls  related  to  bureau  operations;  and 

5.  bureau     compliance     with     statutes    applicable     to    central     stores    and 
surplus  property  operations. 

SCOPE  OF  AUDIT 

The  audit  was  conducted  in  accordance  with  generally  accepted 
governmental  performance  audit  standards. 

We  examined  the  operations  of  the  Property  and  Supply  Bureau  central 
stores  function  and  surplus  property  function.  We  also  reviewed  bureau 
organization  and  staffing.  A  work  sampling  project  was  conducted  to 
determine  if  the  bureau  was  receiving  the  maximum  benefit  from  its  present 
staff,  and  also  to  determine  if  staffing  was  adequate  and  distributed 
appropriately  to  meet  bureau  needs. 

We  reviewed  the  reasonableness  of  bureau  pricing  methods  for  central 
stores  and  surplus  property  products.  Central  stores  product  prices  were 
compared  with  retail  prices  available  from  outside  suppliers  to  determine  if  the 
central  stores  function  is  saving  the  state  money. 

We  sent  questionnaires  to  agencies  served  by  the  bureau  to  obtain  input 
regarding     the     quality     and     selection     of     products     and     adequacy     of    services 

1 


provided    by    the    bureau.      We   also    reviewed    the  adequacy    of   current   controls 

over    surplus    property    at    selected    state    agencies.  A    number    of    other    states 

were   contacted    to   obtain   comparative   information  on   similar   functions   in   those 
states. 

COMPLIANCE 

As  part  of  our  audit  we  reviewed  bureau  compliance  with  state  laws, 
administrative  rules,  and  policies  applicable  to  the  bureau.  We  also  reviewed  a 
number  of  state  agencies  for  compliance  with  applicable  surplus  property 
requirements.  Specific  instances  of  bureau  or  other  agency  noncompliance  with 
these  laws,  rules,  and  policies  are  discussed  in  related  report  sections.  For 
items  not  included  in  our  compliance  scope  and  therefore  not  specifically 
tested,  nothing  came  to  our  attention  that  would  indicate  significant  instances 
of  noncompliance. 

INTERIM  MEMORANDUMS 

We  sent  interim  audit  memorandums  to  the  department/bureau  regarding 
concerns  identified  during  our  audit  work.  Many  of  the  recommended  changes 
were  implemented  prior  to  completion  of  our  audit  work.  These  changes  are 
noted  in  various  report  sections  and  in  the  department/bureau  responses  to  the 
report. 

We  also  sent  the  department/bureau  management  memorandums  regarding 
the  following  areas: 

Recording  of  Cost  of  Goods  Sold  -  During  our  review  of  the 
minicomputer  application  for  the  central  stores  function,  we 
identified  a  concern  regarding  double  recording  of  cost  of  goods 
sold.  We  recommended  the  bureau  take  appropriate  action  to 
prevent  any  double  counting  of  accounting  data. 

Accounts  Receivable  Reconciliations  -  The  bureau  staff  was  not 
providing  accurate  and  timely  reconciliations  of  accounts  receivable. 
We  recommended  the  implementation  of  appropriate  controls  to 
ensure  timely  and  proper  reconciliations. 

Fire  Protection  for  Data  Processing  Eouipment  -  The  bureau  does 
not  have  adequate  fire  protection  such  as  a  fire  extinguisher  or 
smoke  detector  in  the  room  where  the  minicomputer  is  located.  We 
recommended  the  bureau  provide  adequate  fire  protection  for  the 
data  processing  equipment. 


Surplus  Property  Guidelines  -  The  bureau  presently  provides  two 
sources  for  surplus  property  procedures  -  a  general  section  in  the 
Montana  Operations  Manual  (MOM)  and  a  separate  more  detailed 
handbook.  We  suggested  the  bureau  combine  the  two  guidelines  into 
the  MOM  section. 

OTHER  IDENTIFIED  CONCERNS 

During  an  Office  of  the  Legislative  Auditor  financial-compliance  audit  of 
the  E>epartment  of  Administration  (which  includes  the  Property  and  Supply 
Bureau),  concerns  were  identified  regarding  bureau  controls  over  cash  receipts 
from  the  sale  of  surplus  property.  Our  audit  staff  performed  follow-up  on 
control  changes  implemented  by  the  bureau  and  identified  possible  illegal 
activity. 

The  accounting  control  concerns  are  discussed  in  the  financial-compliance 
report  (#87-1).  Related  concerns  regarding  possible  illegal  activity  have  been 
referred  to  the  Attorney  General  for  further  review. 


CHAPTER  II 
BACKGROUND 

The    Property    and    Supply   Bureau    is    part   of   the  Procurement   and    Printing 

Division    of    the    Department    of    Administration.       The  following    report    sections 

provide   history   and   current   information   regarding   the  bureau's   surplus   property 
and  central  stores  functions. 

SURPLUS  PROPERTY  FUNCTION 

The  state  surplus  property  function  was  originally  established  in  1943  as 
part  of  the  Office  of  Public  Instruction.  The  function's  main  responsibility 
was  to  handle  the  distribution  of  federal  surplus  property.  State  surplus 
property  was  disposed  of  by  individual  agencies  either  through  trade-ins, 
auctions  or  sale  to  interested  parties. 

In  1977,  the  surplus  property  function  was  transferred  to  the  Department 
of  Administration  -  General  Services  Division  and  remained  there  until  1982. 
Although  the  primary  function  was  still  the  distribution  of  federal  surplus 
property,  the  function  began  processing  state  surplus  property.  Because  of 
identified  staff  and  inventory  control  problems,  the  surplus  property  function 
was  transferred  in  1982  to  the  Purchasing  Division  and  combined  with  the 
central  stores  function  to  become  the  Property  and  Supply  Bureau. 

During  fiscal  year  1985-86,  the  bureau  discontinued  the  warehousing  of 
federal  surplus  property  because  of  high  overhead  and  shipping  costs,  and 
problems  with  determining  the  condition  and  demand  for  federal  surplus 
property.  Currently  the  bureau  acts  only  as  a  facilitator  for  the  federal 
program  by  providing  interested  parties  with  information  on  the  availability 
and  cost  of  federal  surplus  property.  The  major  function  responsibilities  are 
now  the  control  and  disposition  of  state  government  surplus  property. 

During  fiscal  year  1986-87  the  bureau  had  surplus  property  sales  totalling 
$640,379  and  had  an  inventory  of  surplus  property  totalling  $349,122  as  of 
June  30,  1987. 

CENTRAL  STORES  FUNCTION 

Before  establishment  of  the  central  stores  function,  individual  state 
agencies    purchased    office    supplies    and    other    supplies    directly    from    private 


suppliers,  and  in  some  cases,  maintained  their  own  central  supply  stores. 
Immediately  prior  to  implementation  of  the  bureau's  central  stores  function, 
the  state  used  a  term  contract  with  an  office  supply  firm  which  provided 
office  supplies  at  a  discounted  retail  catalog  price  for  state  agencies. 
Agencies  would  place  their  orders  with  this  firm,  and  the  firm  would  deliver 
the  purchased  items  to  each  agency. 

Based  on  studies  by  the  Department  of  Administration  in  the  late  1970s, 
it  was  proposed  that  a  central  stores  function  could  provide  significant  savings 
through  centralized  volume  purchase,  storage  and  sale  of  office  supplies 
commonly  used  by  state  agencies.  As  a  result,  in  June  1980,  the  Central 
Stores  Bureau  was  established  with  three  employees  and  an  initial  inventory  of 
office  supplies.  Since  then  the  central  stores  function  has  grown  both  in 
types  of  supplies  and  products  handled,  as  well  as  in  staff  and  facilities  to 
handle  the  increasing  inventory  of  supplies  and  products  held  for  sale.  A 
number  of  state  agencies  also  discontinued  operation  of  their  own  central 
stores  functions  since  supplies  were  readily  available  through  the  bureau's 
central  store. 

Between  July  of  1980  and  May  of  1983,  paper  inventories,  janitorial 
supplies,  and  state  forms  were  added  to  the  central  stores  inventory.  The 
central  stores  function  was  combined  with  the  surplus  property  function  in 
1982.  Microcomputer  software  was  added  to  the  central  stores  inventory  in 
1986. 

During  fiscal  year  1986-87  the  central  stores  function  processed  a  total  of 
16,860  orders  and  had  sales  totalling  $2,427,908. 

BUREAU  RESPONSIBILITIES 

The  bureau  consists  of  two  main  functions,  the  surplus  property  function 
and  the  central  stores  function.  Central  stores  function  responsibilities  include 
centralized  purchasing,  warehousing,  sale  and  distribution  of  office  supplies, 
fine  paper,  coarse  paper,  forms,  janitorial  supplies,  computer  paper,  and 
microcomputer  software  for  all  state  agencies.  The  section  staff  make 
deliveries  of  products  to  state  agencies  in  the  Helena  area  on  Tuesdays  and 
Thursdays  of  each  week.  Shipments  to  agencies  outside  Helena  are  delivered 
by  common  carrier  or  are  picked  up  by  staff  from  the  applicable  agencies  when 
staff   are    in    Helena.      The    prices    for   individual   products   available    through    the 


central  stores  are  the  same  regardless  of  location  of  the  ordering  agency  since 
Helena  delivery  and  common  carrier  costs  are  included  in  the  markup 
associated  with  each  product  category. 

Surplus  property  function  responsibilities  include  the  processing  of  forms 
regarding  surplus  property,  and  the  pickup,  handling  and  sale/disposition  of 
state  property  once  it  has  been  declared  surplus  by  state  agencies.  The 
section  is  also  responsible  for  keeping  state  government,  local  government 
entities,  other  tax  supported  educational  agencies,  and  non-profit  health  and 
educational  institutions  informed  regarding  the  availability  of  state  and  federal 
surplus     property.  Surplus     property     items     not     purchased      by     previously 

mentioned  entities  are  made  available  to  the  general  public  by  the  bureau 
through  monthly  "garage  sales"  at  the  Helena  surplus  property  warehouse  and 
through  auctions.  In  some  cases  where  a  large  amount  of  surplus  property  is 
located  outside  Helena,  the  bureau  will  supervise  on-site  sales/auctions  rather 
than  bringing  the  property  to  Helena  for  disposition. 

CURRENT  BUREAU  STAFFING 

The  bureau  is  authorized  a  staff  of  15.5  full-time  equivalents  (FTE).  The 
staff  currently  consists  of  15.34  FTE  with  the  .34  FTE  representing  the 
allocation  for  time  spent  on  bureau  administration  by  the  administrator  of  the 
Procurement  and  Printing  Division.  The  following  is  a  current  organization 
chart  for  the  bureau. 


PROPERTY  AND  SUPPLY  BUREAU  ORGANIZATION 
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PURCHASING 
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WAREHOUSE 
WORKER 


WAREHOUSE 
SECTION 
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ACCOUNTING 
TECHNICIAN 


COMPUTER 
TECHNICIAN 


SECRETARY 


WAREHOUSE 
WORKER 


WAREHOUSE 
WORKER 


WAREHOUSE 
WORKER 


Source:  Property  and  Supply  Bureau 

Illustration  1 


During  our  audit  we  conducted  a  work  sampling  project  to  determine  if 
the  bureau  was  receiving  the  maximum  benefit  from  its  present  staff,  and  also 
to  determine  if  staffing  was  adequate  and  distributed  appropriately  to  meet 
bureau  needs.  Except  for  a  concern  in  the  surplus  property  function,  it 
appears  the  bureau's  staffing  is  adequate  and  appropriately  distributed 
according  to  workload  requirements. 

We  identified  a  surplus  property  function  employee  who  was  spending  a 
significant  amount  of  time  handling  administrative  functions  such  as  entering 
data  on  the  bureau's  minicomputer  system.  This  administrative  activity  was 
keeping   the   employee   from   other   responsibilities   of   maintaining   and   controlling 


the  surplus  property  warehouse  inventory,  and  picking  up  surplus  property. 
The  bureau  has,  since  our  work,  assigned  the  majority  of  these 
administrative/data  entry  duties  to  bureau  administrative  staff.  The  change 
should  allow  more  time  for  other  needed  surplus  property  responsibilities. 

BUREAU  FINANCES 

The  bureau  is  an  enterprise  operation  which  is  funded  by  revenues 
derived  from  the  sale  of  central  stores  products  and  surplus  property.  The 
bureau  receives  appropriations  to  expend  these  revenues  for  operating  expenses 
and  to  purchase  goods  for  sale  to  state  agencies. 

BUREAU   EXPENDITURES.    REVENUES   AND  WORKING   CAPITAL    -    UNAUDITED 
Fiscal  Years   1985-86  &  1986-87 

Fiscal  Year  Fiscal  Year 

Expenditure   Categories  1985-86  1986-87 

Personal   Services  $      356,371  $      359,633 

Operating  Expenses  2,038,335  2,275,897 

Equipment  73.502  18.755 

Total   Expenditures  $2,468,208  $2,654,285 

Revenue   Categories 

Central   Stores   Sales  $2,413,462  $2,427,908 

Federal   Surplus   Property   Sales  4,968..  9,681 

State   Surplus   Property   Sales  219.555  152.215 

Total  Revenues  $2,637,985  $2,589,804 

Working  Capital 

Cash  and  Receivables  $        69,933  $        28,991 

These  amounts   represent  sales   revenues   after  distribution  to   appro- 
priate  funds 

Source:  Compiled  by  the  Office  of  the  Legislative  Auditor  from 
Statewide  Budgeting  and  Accounting  System,  and  Property  and 
Supply  Bureau  records 

Illustration  2 

BUREAU  FACILITIES 

Initially  the  bureau  was  located  at  the  former  state  liquor  warehouse  in 
Helena.  The  bureau  outgrew  that  space  and  in  November  1983,  it  was  moved 
to    the    former    State    Library    Building    in    Helena.       This    is    a    privately    owned 


building  for  which  the  bureau  has  a  15  year  lease.  In  May  1986,  the  surplus 
property  inventory  was  moved  to  a  separate  warehouse  at  the  old  Department 
of  Highways'  yard.  This  move  was  necessary  because  additional  space  was 
needed  by  the  central  stores  function  to  store  an  increasing  volume  of 
supplies.    The  state  owns  the  current  surplus  property  warehouse. 

USER  SATISFACTION 

We  sent  state  agencies  two  questionnaires,  one  on  the  bureau's  central 
stores  function  and  another  on  the  bureau's  surplus  property  function.  The 
purpose  of  these  questionnaires  was  to  obtain  input  from  state  agencies  on  the 
adequacy  of  bureau  operations  to  meet  the  needs  of  state  agencies. 

Overall,  the  users  of  the  services  provided  by  the  bureau  appear  to  be 
satisfied  with  those  services  as  shown  by  the  following  charts. 


What  is  your  overall  rating  of  the  Surplus  Property  Function? 

No  Opinion  (4.0%) 
No  Response  (6.0%)       ^r-V^ 

Very  Good  (4.0%) 

Very  Poor  (2.0%)   /^^^^\^ 

W:^X^^ 

Poor  (9.0%)   ^(<^^^v^^BL\ 

f                     \ 

Good  (44.0%) 

Averoge  (31.0%)  ^^^^^^^^                         / 

Source:    Compiled  by  the  Office   of  the   Legislative  Auditor 

Illustration   3 

What  is  your  opinion  of  the  Central  Stores  product  line' 

No  Opinion  (6.0%) 
No  Respo 


Inadequate  (22.0%) 


Adequate  (68.0%) 


Source:  Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  4 


What  is  your  overall  rating  of  the  Central  Stores  Function': 


No  Response  (8.0%) 
Poor  (4.0%) 


Average  (33.0%) 


Very  Good  (1  1.0%) 


Good  (44.0%) 


Source:  Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  5 
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STATUTORY  CHANGES  AFFECTING  THE  BUREAU 

Chapter  303,  Laws  of  1987,  provides  retail  suppliers  with  the  opportunity 
to  sell  office  supplies  directly  to  state  agencies.  If  the  advertised  public  price 
of  a  product  offered  by  a  supplier  is  recorded  with  the  bureau  and  is  lower 
than  that  being  offered  by  the  central  stores  function,  state  agencies  may 
purchase  those  products  directly  from  that  supplier.  Since  the  July  1,  1987, 
implementation  date  there  are  no  known  instances  where  retail  providers  have 
chosen  to  offer  advertised  prices  which  are  lower  than  the  prices  offered  by 
the  central  stores  section  for  office  supplies. 
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CHAPTER  III 
CENTRAL  STORES  OPERATIONS 

The  main  purpose  of  the  central  stores  function  is  to  provide  savings  to 
state  agencies  through  centralized  volume  purchase,  storage,  sale  and 
distribution  of  commonly  used  supplies.  As  part  of  our  audit  of  the  efficiency 
and  effectiveness  of  bureau  operations,  we  conducted  a  product  price 
comparison  to  determine  if  the  central  stores  function  was  providing  savings 
for  state  government.  The  following  report  sections  relate  the  specifics  of  our 
comparisons  and  discuss  the  operations  of  the  central  stores  function.  Chapter 
IV  addresses  the  surplus  property  function. 

COST  SAVINGS  FROM  CENTRAL  STORES  OPERATION 

In  order  to  conduct  a  product  price  comparison  we  selected  a  random 
statistical  sample  of  142  individual  products  offered  for  sale  by  the  central 
stores  function.  The  makeup  of  our  sample  by  product  category  was  as 
follows: 

Category  #  of  Sample   Items 


Office  Supplies 

38 

Fine  Paper 

22 

Coarse  Paper 

30 

Computer  Paper 

16 

Computer  Software 

5 

Janitorial  Products 

31 

Total 

142 

The  number  of  sample  items  selected  from  each  category  was  based  on  the 
number  of  products  in  each  category  (a  category  with  a  larger  number  of 
products  had  a  larger  number  of  random  sample  items  selected).  For  each  of 
the  selected  product  items,  we  compared  the  bureau's  selling  price  (which 
included  a  markup  to  cover  bureau  expenses  related  to  that  product)  to  the 
lowest  retail  price  for  the  same  or  a  similar  quality  product  available  from  a 
number  of  different  suppliers.  We  determined  the  difference  between  the 
central  stores  price  and  the  lowest  retail  supplier  price  for  each  product. 
Appendix  A  to  this  report  lists  the  products  compared  and  price  differences 
determined     for     each     product.        Overall,     in     all     categories    of    products,     the 

12 


bureau's  prices  are  less  than  current  catalog  prices  available  through  retail 
sources.  Only  seven  out  of  142  sample  items  had  central  store  prices  higher 
than  prices  available  from  retail  suppliers. 

Retail  Discounts 

To  illustrate  the  difference  between  central  stores  and  retail  prices,  we 
estimated  the  minimal  discount  a  retail  supplier  with  the  lowest  price  would 
have  to  give  the  state  to  equal  the  central  stores  selling  price.  The  following 
chart  summarizes  the  required  discount  percentages  by  product  category. 

RETAILER  DISCOUNT  NECESSARY  TO  MATCH  CENTRAL  STORES  PRICES 

Retail 
Product  Category  Discount  Necessary 

Office  Supplies  62% 

Fine  Paper  48% 

Coarse  Paper  22% 

Computer  Paper  46% 

Computer  Software  35% 

Janitorial  Products  23% 

Source:  Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  6 

The  suppliers'  discounted  prices  would  have  to  include  delivery  of  the  products 
to  the  appropriate  state  agencies  since  this  is  currently  included  in  central 
stores  prices. 

Estimated  Savings 

We  projected  state  government  savings  resulting  from  state  agency  use  of 
the  central  stores  function.  Since  our  initial  comparison  was  based  on  retail 
prices  with  no  volume  discount,  we  factored  a  25  percent  discount  for  volume 
purchases  into  the  retailer  prices.  The  25  percent  discount  is  based  on 
previous  discounts  given  to  the  state  on  the  purchase  of  office  supplies 
through  term  contracts,  prior  to  the  establishment  of  the  central  stores 
function.  As  an  example,  the  lowest  retail  price  for  a  product  of  $10.00  would 
be  discounted  to  $7.50  for  comparison  with  central  stores  prices. 
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Number  of 

Sample 

Estimated 

Items  Sold 

Item 

Average  Annual 

FY  1985-86 

Savings 
$40,946 

Savings 

22,781 

$602,344 

30,246 

55,534 

138,836 

6,749 

(3,724) 

(12,291) 

44,996 

127,647 

255.293 

203 

9,016 

9.016 

5.640 

(1,261) 

f5.654) 

110,615 

$228,158 

$987,544 

The   following   is   a   breakdown   of  estimated   savings   provided   to   the   state 
by  the  central  stores  function  by  product  category. 

ESTIMATED  ANNUAL  STATE  GOVERNMENT 

SAVINGS  RESULTING  FROM  CENTRAL  STORES  FUNCTION 

(retail  price  includes  25%  discount) 


Product  Category 

Office  Supplies 
Fine  Paper 
Coarse  Paper 
Computer  Paper 
Computer  Software 
Janitorial  Products 
Totals 

Source:  Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  7 

Summary 

Our  projection  shows  the  central  stores  function  is  providing  savings  for 
state  government.  The  $228,158  represents  actual  savings  from  the  sample 
items  reviewed.  The  $987,544  represents  estimated  annual  savings  for  state 
government  on  all  items  based  on  a  comparison  of  central  stores  prices  and 
retail  prices  including  a  25  percent  discount  on  the  lowest  advertised  retail 
prices.  These  savings  consider  central  stores  expenses  which  are  included  as 
markups  in  the  central  stores  prices.  The  amounts  in  parentheses  indicate 
there  would  be  no  savings  in  those  categories  if  retail  suppliers  were  to  offer 
a  25  percent  discount.  With  a  20  percent  discount,  both  categories  would  show 
positive  savings. 

CENTRAL  STORES  PRODUCT  MARKUP 

In  order  for  the  central  stores  function  to  cover  applicable  operating 
costs,  such  as  handling,  storage,  sales  and  delivery,  it  is  necessary  to  include  a 
markup  in  the  price  of  each  product.  The  function  applies  different  markups 
depending  on  product  category. 
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During  our  review,  the  bureau  staff  did  not  have  adequate  detailed 
documentation  supporting  the  individual  product  category  markup  percentages 
in  effect.  The  staff  told  us  the  basis  for  the  markups  was  to  keep  product 
prices  below  retail  prices  while  covering  related  expenses.  Without  documented 
support  for,  and  a  periodic  review  of  markup  percentages,  the  bureau  cannot 
be  assured  that  applicable  costs  are  included  in  the  product  price.  The  bureau 
could  also  receive  excessive  or  inadequate  revenues  for  payment  of  central 
stores  operating  costs  if  the  markups  are  not  set  at  appropriate  levels.  In 
fact,  our  review  of  unaudited  bureau  financial  information  for  fiscal  year  1986- 
87  shows  the  bureau's  markups  resulted  in  bureau  revenues  that  were  $17,855 
less  than  central  stores  expenses. 

In  an  interim  audit  communication,  we  recommended  the  bureau  implement 
a  markup  method  that  is  representative  of  actual  costs  and  is  adequately 
documented.  We     suggested     the     bureau     consider     one     of     the     following 

alternatives  for  its  markup  method: 

Fixed  %  -  Applies    the    percentage    of    total    overhead    costs    to 

cost  of  goods  sold  to  all  products  regardless  of 
category 

Fixed/variable  %  -  Uses  a  fixed  percentage  for  all  costs  except  rent  and 
utilities  which  would  vary  according  to  the  square 
footage  of  warehouse  space  used  by  the  different 
categories  of  products 

Variable  %  -  Uses    two    variable    percentages    to    distribute    expenses 

-  rent  and  utilities  are  calculated  according  to  the 
amount  of  warehouse  space  used  per  product 
category  and  other  expenses  are  distributed  according 
to  the  percentage  of  items  sold  per  product  category 

After  being  notified  of  our  concern,  the  bureau  revised  its  markup  process  and 
resulting  percentages  in  October  1987.  The  following  illustration  compares  the 
original  markup  percentages  and  current  markup  percentages.  The  revised 
percentages  which  are  based  on  a  variable  cost  method  are  significantly 
different  from  the  original  percentages. 


IS 


COMPARISON  OF  PREVIOUS  AND  REVISED  MARKUPS 


Product  Category 

Office  Supplies 
Fine  Paper 
Coarse  Paper 
Computer  Paper 
Computer  Software 
Janitorial  Products 
Forms 


Original 

Revised 

Markup 

Markup 

Percentage 

Percentage 

50% 

72.9% 

20% 

16.3% 

20% 

20.9% 

35% 

13.5% 

15% 

12.5% 

25% 

16.1% 

50% 

127.8% 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from 
bureau  records 

Illustration  8 

These  revised  markups  are  more  reasonable  since  the  markup  percentages 
recognize  the  higher  per  item  handling  costs  for  items  such  as  office  supplies 
and  forms. 

To  maintain  the  reasonableness  of  bureau  charges  the  bureau  should 
periodically  examine  markup  percentages  to  ensure  they  are  providing  adequate 
revenues  and  are  related  to  bureau  costs. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  BUREAU  PERIODICALLY  REVIEW  THE 
REASONABLENESS  OF  PRODUCT  CATEGORY  MARKUP  PERCENTAGES, 
AND  REVISE  AND  DOCUMENT  AS  NECESSARY. 
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CHAPTER  IV 
SURPLUS  PROPERTY  OPERATIONS 

The  main  objectives  of  the  bureau's  surplus  property  function  are  to 
handle  the  disposition  of  state  government  surplus  property  on  a  timely  basis 
and  to  maximize  state  revenues  from  the  disposition  of  this  property.  We 
estimated  the  return  of  revenue  to  the  state  from  the  surplus  property 
function  during  fiscal  year  1986-87.  A  review  of  unaudited  bureau  information 
shows  that  there  was  a  net  profit  before  distribution  to  the  appropriate  funds: 

SURPLUS   PROPERTY  INCOME  BEFORE  DISTRIBUTION   -   UNAUDITED 
Fiscal  Year  1986-87 

Net   Sales  $640,933 

Less:      Expenses  (191.930) 

Net   Income  Before  Distribution  $449,003 

Source:        Compiled  by   the  Office  of  the  Legislative  Auditor 
from  bureau  records 

Illustration  9 

The  following  report  sections  discuss  our  audit  of  the  efficiency  and 
effectiveness  of  bureau  management  of  surplus  property  operations.  We  also 
reviewed  the  adequacy  of  current  controls  over  surplus  property  at  selected 
state  agencies.  Some  recommendations  are  directed  at  bureau  operations,  while 
others  are  directed  at  statewide  control  and  disposition  of  surplus  property. 

SURPLUS  PROPERTY  HANDLING  FEES 

We  noted  several  concerns  regarding  the  reasonableness  of  handling  fees 
charged  to  agencies  by  the  surplus  property  function. 

Handling  Fee  Schedule 

Section  18-4-226,  MCA,  authorizes  the  bureau  to  charge  state  agencies 
reasonable  fees  for  the  handling  and  disposition  of  their  surplus  property.  The 
bureau  established  separate  fee  schedules  for  surplus  property  depending  on 
whether  the  property  was  originally  purchased  using  the  state  General  Fund  or 
special  funds.  Special  funds  include  proprietary,  earmarked  and  auxiliary 
funds.   The  fee  schedule  was  as  follows: 
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SPECIAL  FUND  SURPLUS  PROPERTY  HANDLING  FEES 

a.  Sale  value  of  $200  or  less  -  100%  of  sale  value  retained 

b.  Sale   value   of  $201    to  $2,000   -   $200   retained   (plus   unusual   expenses 
such  as  agency  requested  special  advertising,  auction,  etc.) 

c.  Sale    value    of    $2,000    or    more    -     10%    of    sale    value    retained    plus 
unusual  expenses 

GENERAL  FUND  SURPLUS  PROPERTY  HANDLING  FEES 

a.  Sale  value  of  $500  or  less  -  100%  of  the  sale  value  is  retained 

b.  Sale  value  of  $501  or  more  -  50%  of  the  sale  value  retained 

The  fee  schedule  imposed  a  higher  minimum  fee  for  agencies  submitting 
General  Fund  surplus  property  than  for  those  agencies  submitting  special  funds 
surplus  property. 

The  fee  schedule  also  contained  another  inconsistency.  Because  of  the  50 
percent  formula,  the  handling  fee  for  General  Fund  property  between  $501  and 
$999  ($250.50  to  $499.50)  could  be  less  than  the  minimum  fee  established  by 
the  bureau  for  items  less  than  $500  since  the  bureau  retained  all  revenues  for 
these  items,  (i.e.  Item  "A"  has  a  sale  value  of  $375.  The  bureau  retains  $375. 
Item  "B"  has  a  sale  value  of  $640.  The  bureau  retains  50  percent  of  $640  or 
$320.) 

The  bureau  staff  said  the  fee  schedule  was  established  to  give  special 
fund  agencies  more  incentive  to  make  use  of  the  surplus  property  section. 
This  does  not  recognize  several  facts:  1)  agencies  are  required  to  dispose  of 
state  surplus  property  through  the  surplus  property  function  regardless  of  the 
funding  source  originally  used  to  purchase  the  property;  and  2)  handling  costs 
for  similar  pieces  of  surplus  property  should  be  comparable  regardless  of  the 
funding  source  for  their  original  purchase.  The  higher  fees  were  requiring  the 
General  Fund  to  cover  a  disproportionate  share  of  surplus  property  function 
costs. 

In  an  interim  audit  memorandum  we  recommended  the  bureau  treat  state 
agencies  consistently  when  charging  handling  fees  for  services  provided  by  the 
surplus  property  function.  The  bureau  has  since  deleted  the  higher  fees  for 
General  Fund  surplus  property  and  now  applies  the  previously  listed  special 
fund  handling  fees  for  all  surplus  property,  regardless  of  original  funding 
source. 
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Auction  Sale  Fees 

We  also  reviewed  the  fees  charged  by  the  bureau  to  the  three  agencies 
participating  in  the  most  recent  (October  1987)  vehicle  and  equipment  auction 
held  in  Helena.  In  addition  to  handling  fees  of  $52,100  based  generally  on  the 
handling  fee  schedule,  the  bureau  also  reimbursed  the  contracted  auctioneer's 
charges  of  $21,300  for  a  total  fee  of  $73,400.  This  amount  was  deducted  from 
auction  revenues  prior  to  allocation  of  revenues  to  each  agency  on  the  basis 
of  vehicles  and  equipment  sold. 

To  determine  if  fees  charged  for  the  auction  were  reasonable,  we 
compared  bureau  auction  costs  to  fees.  Based  on  total  fees  of  $73,400  with 
estimated  bureau  costs  of  $47,200,  the  bureau  revenue  from  the  auction 
exceeded  costs  by  $26,200.  Bureau  management  explained  the  reasoning  for  the 
charges  was  to  maximize  bureau  revenue  from  auctions  in  order  to  keep  other 
surplus  property  handling  fees  as  low  as  possible.  In  effect,  the  additional 
$26,200  results  in  the  three  agencies  paying  a  disproportionate  share  of  bureau 
costs  related  to  the  disposal  of  surplus  property  through  normal  bureau 
handling/disposition  procedures. 

Conclusion 

Although  the  bureau  has  established  consistent  handling/auction  fees,  it 
has  not  developed  adequate  documentation  supporting  the  current  fees.  The 
bureau  should  document  support  for  handling/auction  fees  and  periodically 
review  the  reasonableness  of  these  fees  to  ensure  they  will  provide  adequate, 
but  not  excessive  revenues  to  cover  related  surplus  property  function  costs.  A 
review  of  unaudited  bureau  financial  information  for  fiscal  year  1986-87  shows 
the  bureau's  surplus  property  handling  fees  resulted  in  bureau  revenues  after 
distributions  to  the  appropriate  funds  that  were  $47,049  less  than  surplus 
property  expenses. 

RECOMMENDATION  #2 
WE  RECOMMEND  THE  BUREAU: 

A.       DOCUMENT    SUPPORT     FOR    SURPLUS    PROPERTY    HANDLING/ 
AUCTION  FEES;  AND 
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PERIODICALLY     REVIEW     AND     REVISE     SURPLUS     HANDLING/ 
AUCTION  FEES  AS  NECESSARY. 


DISTRIBUTION  OF  SURPLUS  PROPERTY  SALES  REVENUES 

During  our  work  we  identified  two  concerns  regarding  bureau  distribution 
of  revenues  resulting  from  the  sale/disposition  of  surplus  property. 

Distribution  of  Surplus  Property  Sales  Revenue  to  the  General  Fund 

Section  18-6-101,  MCA,  requires  proceeds  from  the  sale  of  surplus 
property,  after  reasonable  handling/disposition  costs,  to  be  distributed  in  the 
following  manner: 

1)  whenever  surplus  property  was  accounted  for  in  an  enterprise, 
internal  service  fund  or  designated  subfund  account,  the  proceeds  of 
the  sale  shall  be  credited  to  the  appropriate  enterprise,  internal 
service  fund  or  designated  subfund;  or 

2)  unless  otherwise  provided  by  law,  the  proceeds  from  the  sale  of 
surplus  property  shall  be  credited  to  the  General  Fund. 

We     reviewed     the     bureau's  distribution    of    proceeds    from    the  sale    of 

surplus    property.       The    following  chart    shows    the    distribution    to    the  General 

Fund    and    special    funds    during  fiscal    years     1985-86,     1986-87    and  1987-88 
through  November  1987. 

DISTRIBUTION  OF  SURPLUS   PROPERTY  SALES   PROCEEDS 
Fiscal  Years   1985-86   through  1987-88    (through  11/87) 

Distributions  Distributions 

Fiscal  Year  To  General   Fund  To  Special   Funds 

1985-86  $   -   0   -  $        390,954 

1986-87  33,244  445,793 

1987 -88 (through  11/87)  50.563  311.156 

Total  $83,807  $1,147,903 

Source:        Compiled   by    the    Office    of    the    Legislative    Auditor    from 
bureau  records 

Illustration  10 
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The  bureau  did  not  make  any  distributions  of  surplus  property  sales 
revenue  to  the  General  Fund  during  fiscal  years  1983-84,  1984-85,  and  1985-86. 
According  to  bureau  staff,  this  occurred  because  of:  1)  the  need  for  the 
surplus  property  section  to  establish/maintain  a  working  cash  balance  to  fund 
its  operations  on  a  day  to  day  basis;  and  2)  the  result  of  higher  handling  fees 
for  General  Fund  surplus  property  (discussed  in  the  preceding  audit  report 
section). 

According  to  bureau  officials,  in  order  to  develop  and  maintain  an 
operating  cash  fund  to  cover  day-to-day  surplus  property  operations  and 
recover  losses  related  to  the  federal  surplus  property  program,  the  bureau 
retained  General  Fund  money  over  and  above  current  handling  fees.  Because 
of  bureau  record  keeping  procedures,  we  cannot  determine  the  amount  of 
money  that  should  have  been  distributed  to  the  General  Fund  for  those  years 
when  none  was  actually  transferred. 

The  bureau  should  distribute  the  appropriate  amount  of  revenue  to  the 
General  Fund  each  year.  The  amount  returned  to  the  General  Fund  should 
increase  since  handling  fees  for  General  Fund  surplus  property  have  decreased 
so  they  are  consistent  with  fees  for  special  funded  surplus  property.  With 
implementation  of  consistent  and  reasonable  handling  fees,  appropriate 
distribution  of  surplus  property  proceeds  should  occur. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  BUREAU  ENSURE  APPROPRIATE  DISTRIBUTIONS 

OF  SURPLUS  PROPERTY  REVENUES  TO  THE  GENERAL  FUND. 


Surplus  Property  Sales  Logbook 

Since  January  1987,  bureau  staff  have  maintained  a  logbook  of  individual 
surplus  property  sales  returning  more  than  $200.  The  logbook  includes 
information  such  as  item  name,  source  agency,  inventory  number,  date  of  sale, 
amount  of  sale,  fund  from  which  item  purchase  was  originally  funded,  and 
amount  to  be  distributed  to  the  General  Fund  or  special  funds. 

In  reviewing  the  logbook  we  found  examples  where  amounts  to  be 
distributed  to  the  General  Fund  were  being  incorrectly  computed.  The  errors 
resulted    from   a    misunderstanding    between    bureau    staff   regarding    handling   fees 
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computation.  Since  January  1987,  General  Fund  distributions  were  $2,250  less 
than  they  should  have  been  as  a  result  of  these  errors. 

We  also  found  instances  where  the  bureau  failed  to  make  timely 
distributions  of  sales  revenues  (less  handling  fees)  to  the  General  Fund. 
According  to  bureau  staff,  these  delays  occurred  because  of  inadequate 
supervisory  review.  During  the  period  from  January  through  October  1987, 
distributions  totalling  $15,189  were  not  made  on  a  timely  basis.  Since  some  of 
these  distributions  should  have  been  made  during  fiscal  year  1986-87  but  were 
not,  there  was  a  related  misstatement  regarding  year-end  fund  balances  and 
distribution  totals. 

Although  the  bureau  has  since  made  correcting  entries  and  distributed  the 
identified  amounts,  the  bureau  needs  to  implement  controls  to  ensure  these 
problems  do  not  occur  again. 

RECOMMENDATION  #4 

WE     RECOMMEND    THE     BUREAU     ENSURE     PROPER     AND    TIMELY 

DISTRIBUTION  OF  SURPLUS  PROPERTY  SALES  REVENUES. 


STATE  AGENCY  CONTROL  OF  SURPLUS  PROPERTY 

Title  18,  Chapter  5,  part  2  and  Chapter  6,  part  1,  MCA,  gives  the 
department/bureau  responsibility  for  handling/disposing  of  surplus  property 
after  it  has  been  declared  surplus  by  state  agencies.  State  agencies  also  have 
responsibilities  regarding  the  timely  declaration  of  surplus  property.  During 
our  audit  we  visited  a  sample  of  state  agencies  to  review  their  control  over 
surplus  property. 

We  selected  12  agencies  to  determine  the  extent  of  undeclared  surplus 
property  currently  being  stored/held  at  those  agencies.  These  agencies  were 
selected  on  a  judgmental  basis  according  to  size  and  whether  or  not  they  had 
been  declaring  significant  amounts  of  surplus  property  in  prior  years.  We 
reviewed  a  sample  of  property  items  which  these  agencies  had  owned  for  more 
than  10  years.  We  attempted  to  determine  the  current  status  of  the  selected 
items  -  were  they  or  will  they  be  used,  or  should  they  be  declared  as  surplus 
property?  We  also  followed  up  on  the  status  of  other  items  observed  during 
our   work   at   these   agencies.      As   a   result   of  our   sample   review   and   our  other 
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observations,  we  found  eight  of  the  twelve  agencies  had  many  property  items 
that  should  have  been  declared  surplus  or  disposed  of  through  the  bureau. 
Twenty-two  percent  of  the  sample  items  reviewed  were  determined  to  be 
surplus  to  the  agencies'  needs  and  should  have  been  declared  surplus.  The 
following  pictures  are  examples  of  the  type  of  property  identified  during  our 
agency  visits. 


EXAMPLE  OF  UNDECLARED  SURPLUS  PROPERTY  AT  STATE  AGENCIES 


Illustration  11 
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ADDITIONAL  EXAMPLES  OF  UNDECIARED  SURPLUS  PROPERTY 
AT  STATE  AGENCIES 


Illustration  12 
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The    agencies    and    estimated    amounts    of    their    undeclared    surplus    property    are 
listed  in  the  following   llustration. 

UNDECLARED  SURPLUS  PROPERTY  BY  AGENCY 


Agency 

Department  of   State  Lands 

Montana  State  University 

University  of  Montana 

Department  of  Social  and 
Rehabilitation  Services 

Montana  State  Hospital 

Office  of  Public  Instruction 

Supreme  Court 

Western  Montana  College 

TOTAL 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  13 

The  above  illustration  shows  at  least  $130,000  in  undeclared  surplus 
property  at  these  eight  agencies.  We  identified  additional  surplus  property  at 
one  other  agency  not  in  our  original  sample  of  12.  A  review  of  other  state 
agencies  could  also  result  in  similar  identification  of  undeclared  surplus 
property. 

Although  we  make  no  specific  recommendations  to  the  previously  listed 
agencies,  each  agency  was  notified  of  our  concerns.  Agency  personnel 
generally  stated  the  problems  occurred  because  surplus  property/property 
control  activities  are  not  a  priority.  They  cited  staffing  limitations  and  staff 
unfamiliarity  with  surplus  property  requirements  as  some  reasons  for  the  low 
priority. 


Number  Of 

Estimated 

Undeclared 

Current 

Surolus  Items 

Vaiy? 

35 

$4,831 

49 

20,132 

95 

76,929 

32 

2,902 

16 

9,183 

63 

4,212 

25 

1,865 

94 

10.042 

409 

$130,096 
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MOM  section  1-0717.10  states  state  agencies  should,  upon  determination 
that  property  is  no  longer  needed,  declare  such  property  as  surplus  to  the 
surplus  property  section.  In  order  to  maximize  the  revenue  from  the  sale  of 
surplus  property,  it  is  essential  these  declarations  be  made  on  a  timely  basis. 
Undeclared  surplus  property  held  by  state  agencies  is  depreciating  in  value  and 
becoming  obsolete,  and  as  a  result  less  money  could  be  returned  to  the  General 
Fund  and  special  funds,  when  and  if  these  items  are  finally  disposed  of.  In 
addition,  storage  space  currently  used  for  storage  of  undeclared  surplus 
property  could  be  used  for  other  purposes  or  rent  savings  could  be  realized. 

Section  18-6-101,  MCA,  grants  the  Department  of  Administration  the 
authority  to  dispose  of  all  personal  property  not  needed  or  used  by  the  state. 
Given  this  authority,  the  bureau  is  responsible  for  ensuring  agency  staff,  who 
are  responsible  for  surplus  property,  are  properly  informed  and  educated 
regarding  the  handling  of  state  surplus  property.  The  bureau  needs  to 
emphasize  timely  declaration  of  state  agency  surplus  property. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  INFORM  AND  EDUCATE  STATE 
AGENCIES  REGARDING  THE  NEED  FOR  TIMELY  DECLARATION/ 
DISPOSITION  OF  STATE  GOVERNMENT  SURPLUS  PROPERTY. 


SURPLUS  PROPERTY  INVENTORY  TURNOVER 

The  surplus  property  section  is  responsible  for  the  disposition  of  surplus 
property  on  a  timely  basis.  This  includes  timely  disposition  of  property  from 
its  own  surplus  property  warehouse  inventory. 

We  reviewed  the  turnover  of  surplus  property  in  the  bureau's  surplus 
property  warehouse.  We  determined  there  was  a  disproportionate  number  of 
surplus  property  items  (72%  of  total)  which  had  been  in  the  warehouse  inven- 
tory over  180  days  with  an  approximate  total  value  of  only  $19,000  (5%  of 
total  value). 
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AGING  OF  BUREAU  SURPLUS  PROPERTY  INVENTORY 


Item 

%  of  Total 

Number 

% 

of  Total 

Ape 

Amount 
$  19,609 

Value 

of  items 
3,021 

Items 

Over  180  days 

5% 

72% 

91-180 

68,472 

17% 

351 

8% 

61-90 

38,838 

10% 

79 

2% 

31-60 

43,347 

11% 

291 

7% 

30  or  less 

226.420 

57% 
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11% 

Total 

$396,686 

100% 

4,209 

100% 

Source:    Comi 
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of  the  Leg 
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Illustration  14 

Although  the  bureau  has  an  aging  system  that  provides  information  on  the 
status/make-up  of  its  current  surplus  property  inventory,  it  does  not  have  a 
formal  system  that  periodically  discounts  the  selling  price  of  slow  moving  items 
or  results  in  other  means  of  disposal.  Without  such  a  system,  the  bureau  is 
not  adequately  controlling  its  surplus  property  inventory,  and  is  maintaining  a 
larger  than  necessary  surplus  property  inventory.  As  a  result,  there  are 
unnecessary  storage  and  handling  costs  for  these  items. 

The  bureau  needs  to  develop  a  procedure  that  will  discount  and/or 
dispose  of  those  surplus  property  items  that  have  not  sold  in  a  reasonable 
amount  of  time.  This  would  make  room  for  other  surplus  property  and 
minimize  storage  and  handling  costs. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  BUREAU  ESTABLISH  A  TIMELY  PROCESS  FOR 

DISCOUNTING/DISPOSING  OF  SURPLUS  PROPERTY  ITEMS. 


PROCESSING  OF  SURPLUS  PROPERTY  FORMS 

We  also  reviewed  the  processing  of  Property  Accountability  Management 
System  (PAMS)  forms  used  to  record  the  disposition  of  surplus  property.  The 
bureau  is  responsible  for  authorizing  disposition  of  state  surplus  property 
through  trade-in,  sale  or  destruction.  State  agencies  are  required  by  the 
Montana    Operations    Manual    (MOM)    to    obtain    bureau    authorization    for    dis- 
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position  of  surplus  property  through  use  of  Property  Accountability 
Management  System  forms. 

The  PAMS-3  form  is  used  by  state  agencies  to  make  adjustments  on  the 
PAMS  system  including  declaration  of  surplus  property,  trade-ins  of  property; 
and  transfers  of  property  between  agencies.  These  forms  have  provisions  for 
two  approvals/authorizations.  Each  form  submitted  for  processing  related  to 
surplus  property  requires,  in  addition  to  the  signature  of  an  official  from  the 
originating  agency,  an  approval/authorization  signature  from  the  surplus 
property  function. 

We  identified  concerns  regarding  the  timeliness  of  the  bureau's  processing 
of  these  forms  and  the  department's  processing  of  outdated  and  improperly 
authorized  PAMS  forms. 

The  bureau  has  established  a  goal  for  a  five-day  turnaround  for 
processing  authorizations  and  denials  regarding  these  forms.  We  reviewed  a 
random  sample  of  72  PAMS-3  forms  to  determine  if  the  bureau  was  processing 
these  forms  on  a  timely  basis.  We  found  the  average  bureau  processing  time 
was  13  working  days,  or  more  than  twice  the  bureau's  established  goal. 
Including  mail  time  from  and  back  to  the  agencies,  it  is  taking  approximately 
three  to  four  weeks  for  agencies  to  receive  approval  or  disapproval  for 
disposition  of  surplus  property.  These  delays  prevent  or  at  least  hinder  timely 
disposition  of  surplus  property. 

The  section  staff  state  the  delays  are  caused  because  they  do  not  have 
adequate  time  for  processing  these  forms  because  of  their  other  surplus 
property  responsibilities.  Without  timely  turn  around  of  these  forms,  agencies 
cannot  dispose  of  surplus  property  on  a  timely  basis.  The  fact  that  some  of 
the  administrative  duties  of  the  surplus  property  staff  have  been  transferred  to 
other  bureau  administrative  employees  may  allow  the  section  staff  to  process 
these  forms  on  a  more  timely  basis. 

We  also  reviewed  a  batch  of  approximately  300  PAMS  forms  being  pro- 
cessed by  the  department's  Accounting  Division  to  record  transactions  related 
to  state  agency  property.  We  identified  concerns  related  to  controls  over  the 
processing  of  the  PAMS-3  forms:  1)  43  forms  reporting  surplus  property 
transactions  such  as  trade-ins,  transfers  of  property  between  agencies,  and 
declarations  of  property  as  surplus  were  being  processed  without  the  required 
approval/authorization    signature    of    a    surplus    property    section    employee;    and 
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2)  three  agencies  were  still  using  old  PAMS-3  forms  printed  in  1979  which  do 
not  require  the  approval/authorization  of  the  surplus  property  section  for 
surplus  property  transactions.  The  bypassing  of  these  approval  requirements 
could  result  in  the  loss  of  surplus  property  section  control  over  surplus 
property  transactions,  and  the  potential  inability  to  maximize  state  government 
revenues  from  the  sale/disposition  of  surplus  property. 

At  one  time  these  forms  where  sent  by  the  originating  agencies  directly 
to  the  surplus  property  section  for  processing/approval.  The  bureau  then  sent 
appropriate  forms  to  the  D  of  A  Accounting  Division  for  processing  and  the 
remainder  of  forms  to  the  originating  agency.  Because  of  complaints  from 
state  agencies  and  a  desire  to  streamline  the  process,  the  process  has  been 
changed  so  that  agencies  are  now  responsible  for  getting  proper 
approval/authorization  from  the  surplus  property  section  and  forwarding 
completed  forms  to  the  Accounting  Division.  Previously,  the  Accounting 
Division  would  only  accept  such  forms  from  the  bureau  thereby  assuring  that 
the  bureau  had  reviewed  the  forms.  Now,  an  agency  can  send  such  forms  to 
the  Accounting  Division  without  bureau  approval,  and  the  division  will  process 
the  form  without  checking  for  appropriate  bureau  approval. 

The  department  needs  to  implement  controls  to  ensure  PAMS  forms 
related  to  surplus  property  are  reviewed  and  approved  by  the  surplus  property 
section  on  a  timely  basis.  Controls  to  ensure  proper  form  authorizations  could 
include  periodic  bureau  review  of  PAMS  forms  submitted  to  the  Accounting 
Division  to  identify  agencies  not  obtaining  proper  authorization  from  the 
surplus  property  section  or  still  using  the  outdated  PAMS  forms.  When  such 
problems  are  found,  the  bureau  should  work  with  the  agencies  to  correct  the 
concerns  identified. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  REVIEW  ITS  PROCEDURES 
FOR  APPROVAL  AND  PROCESSING  OF  SURPLUS  PROPERTY  FORMS 
TO  ENSURE  TIMELY  PROCESSING  OF  PROPERLY  AUTHORIZED 
FORMS  AND  TO  MAINTAIN  AN  APPROPRIATE  LEVEL  OF  CONTROL 
OVER  DISPOSITION. 


29 


CHAPTER  V 
BUREAU  DATA  PROCESSING 

INTRODUCTION 

During  the  last  half  of  1986,  the  bureau  transferred  its  data  processing 
activity  to  a  new  minicomputer.  The  bureau  determined  the  old  computer  and 
its  processing  system  were  obsolete  and  no  longer  able  to  meet  the  needs  of 
the  bureau. 

We  tested  general  and  application  controls  related  to  the  bureau's  overall 
data  processing  system.  We  also  conducted  further  application  testing  by 
submitting  test  transactions  to  the  system  to  determine  if  they  are  properly 
processed  and  to  determine  if  documented  controls  are  working.  Except  for 
those  control  weaknesses  discussed  in  this  chapter,  all  reviewed  controls 
appear  to  be  adequate. 

COMPUTER  USAGE  POLICY 

The  bureau's  minicomputer  is  used  daily  by  many  employees  for  various 
accounting,  inventory  control,  and  management  information  purposes.  We 
found  the  bureau  does  not  have  adequate  written  policies  and  guidelines 
regarding  use  of  and  access  to  the  minicomputer. 

Without  appropriate  written  policies  and  guidelines  regarding  minicomputer 
operations,  employees  are  not  adequately  informed  as  to  their  responsibilities 
and  duties.  The  security  of  the  minicomputer  system  and  the  information  it 
provides  is  also  at  risk  if  established  policies  and  procedures  are  not  being 
followed.  Properly  written  policies  and  guidelines  can  be  useful  both  for 
training  new  employees  regarding  the  system  and  for  answering  employee 
questions  while  working  with  the  system. 

RECOMMENDATION  #8 

WE   RECOMMEND   THE   BUREAU   DEVELOP   WRITTEN   POLICIES   AND 

GUIDELINES  REGARDING  OPERATION  OF  ITS  MINICOMPUTER. 
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SYSTEM  MODIFICATIONS 

During  the  acquisition  of  the  new  minicomputer  system,  the  bureau  also 
purchased  a  software  package  to  maintain  bureau  management  information 
including  accounting  and  inventory  data.  This  application  software  has  been 
modified  to  better  meet  the  needs  of  the  bureau. 

These  modifications,  their  review  and  approval  by  bureau  management, 
and  their  testing  have  not  been  adequately  documented  by  the  bureau. 
Currently  the  only  documentation  of  system  modifications  is  included  on  the 
performance  appraisal  form  of  the  staff  member  responsible  for  making  the 
modifications.  This  form  does  not  include  specific  modification  requests  or  any 
documentation  of  their  review,  approval,  testing  and  implementation.  Bureau 
management  does  not  see  the  need  for  such  documentation  because  of  the 
bureau's  small  size. 

All     system     modifications     should     be     adequately     documented.  This 

documentation  should  include  evidence  of  management  review  and  approval,  as 
well  as  documentation  of  the  actual  modifications  made.  Without  such 
documentation,  bureau  staff  could  encounter  difficulties  in  dealing  with 
problems  which  might  occur  with  either  the  modifications  and/or  the  system. 
Problems  could  also  develop  if  the  person  making  undocumented  modifications 
were  to  leave  the  bureau  because  that  person  would  be  the  only  one  with  an 
understanding  of  the  modification  and  what  it  was  supposed  to  accomplish. 

There  should  also  be  controls  to  prevent  unauthorized  modifications  of 
the  system.  Without  appropriate  controls,  a  staff  member  could  make  improper 
changes    to    the    system    without    management    knowledge.  Such    changes    could 

adversely  effect  the  system's  operation  and/or  the  information  that  it 
maintains  and  provides. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  BUREAU  DEVELOP  AND  MAINTAIN  ADEQUATE 

DOCUMENTATION  OF  MINICOMPUTER  SYSTEM  MODIFICATIONS. 


SEGREGATION  OF  DUTIES 

Currently      one      individual,      the      administrative      assistant,      has      major 
responsibility    regarding    the    bureau's    minicomputer    system.        This    individual's 
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responsibilities  include  modifying  application  software,  testing  system 
modifications,  reviewing  hardware  error  logs,  and  reviewing  modification  logs 
which  record  all  changes  made  to  any  data  fields.  This  employee  also  performs 
some  of  the  functions  of  a  security  officer  such  as  reviewing  the  user  logs. 

Adequate  segregation  of  duties  is  important  in  maintaining  the  security 
and  integrity  of  the  minicomputer  system  and  information  provided  by  the 
system.  The  only  review  of  the  administrative  assistant's  data  processing 
activity  is  done  by  the  bureau  chief.  This  review  is  minimal  and  relates 
mainly  to  telling  the  administrative  assistant  what  system  modifications  to 
make.  There  is  no  formal  documented  review  of  the  administrative  assistants's 
computer  related  activities.  This  occurs  to  a  certain  extent,  because  the 
administrative  assistant  is  the  only  person  with  a  thorough  technical  knowledge 
of  the  overall  minicomputer  and  its  operations. 

Without  a  more  thorough  periodic  review  of  the  administrative  assistant's 
activities,  the  minicomputer  system  and  its  related  data  are  open  to 
unsupervised  revision.  While  we  found  no  apparent  problems  resulting  from  the 
lack  of  segregation  of  duties,  the  potential  exists  for  unauthorized  activities 
that  could  adversely  affect  bureau  operations  and  assets. 

While  we  realize  the  bureau  is  limited  in  the  size  of  the  staff  it  employs 
and  trains  in  certain  areas,  we  believe  the  weaknesses  are  significant.  The 
bureau  should  provide  more  segregation  of  duties  and/or  controls  to  offset  the 
potential  weaknesses.  Additional  controls  could  consist  of  bureau  management 
becoming  more  knowledgeable  about  the  minicomputer  system  and  periodically 
reviewing  administrative  assistant  activities  related  to  the  system.  Examples  of 
segregation  of  duties  could  include  assigning  some  of  the  administrative 
assistant's  current  duties  and  responsibilities  to  other  staff  members.  An 
example  would  be  to  assign  another  individual  the  security  officer 
responsibilities. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  BUREAU  ESTABLISH: 

A.  ADEQUATE  SEGREGATION  OF  DUTIES;  AND 

B.  INDEPENDENT  REVIEW  OF  DATA  PROCESSING  ACTIVITIES  TO 
PROVIDE  CONTROLS  AGAINST  UNAUTHORIZED  DATA  PROCESSING 
ACTIVITIES. 
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PHYSICAL  SECURITY 

Physical  security  safeguards  over  the  bureau's  minicomputer,  data  and 
application  backups,  technical  manuals  and  application  hard-copies  are 
inadequate.    Examples  of  concerns  we  found  include: 

1.  the    room    where    the    minicomputer    is    located    is    unlocked    24    hours 
per  day;  and 

2.  data   and   application   backup,   and   application   hard   copies   are   located 
on  shelves  in  the  bureau's  administrative  area. 

The  lack  of  physical  security  increases  the  risk  of  not  maintaining  the 
integrity  of  the  minicomputer  system.  This  weakness  provides  an  opportunity 
for  unauthorized  personnel  to  gain  knowledge  about  or  tamper  with  the  system 
and  its  data. 

According  to  bureau  personnel,  the  lack  of  security  in  the  computer  room 
results  from  system  printers  being  located  in  the  same  room  as  the  computer, 
and  employees  need  access  to  the  printers.  The  printers  are  located  in  the 
computer  room  because  printer  cables  are  too  short  to  allow  them  to  be  placed 
outside  the  room.  Agency  personnel  indicated  the  lack  of  security  over  the 
other  items  was  due  to  not  having  adequate  storage  facilities. 

The  bureau  should  upgrade  its  physical  security  over  computer  hardware, 
software,  data  backup  and  other  related  materials  to  prevent  unauthorized 
access  or  manipulation.  The  bureau  should  consider  moving  the  printers  to  an 
adjoining  room  and  locking  the  computer  room  so  only  authorized  personnel 
can     obtain     access.  Locking     storage     could      be     provided     for     essential 

documentation,  software  and  data  backups  maintained  at  the  bureau. 

RECOMMENDATION  #11 

WE  RECOMMEND  THE  BUREAU  STRENGTHEN  PHYSICAL  SECURITY 
CONTROL  OVER  ITS  MINICOMPUTER,  SOFTWARE,  DATA  AND 
TECHNICAL  MANUALS  TO  PREVENT  UNAUTHORIZED  ACCESS. 
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OFF  SITE  STORAGE 

During  the  audit  we  determined  the  only  data  processing  information 
stored  off  site  was  a  copy  of  the  original  application  software.  The  bureau 
was  not  maintaining  off  site  copies  of  current  application  software  or  data. 

For  any  computer  system,  adequate  backup  of  important  data  and 
application  software  should  exist  at  a  secure  off  site  facility.  Since  significant 
modifications  have  been  made  to  the  original  application  software,  it  is 
essential  the  revised  software  be  backed  up  as  well.  Policies  and  procedures 
should  also  be  in  place  regarding  the  frequency  of  backup  activity  and  methods 
required  if  recovery  should  become  necessary. 

Lack  of  adequate  off  site  storage  can  lead  to  significant  problems  if  a 
system  and  its  data  are  damaged  or  destroyed  because  of  disaster  or  other 
problems.  If  such  problems  occur,  normal  operations  could  not  be  resumed  in 
a  timely  and  efficient  manner  since  application  software  and  data  would  have 
to  be  reconstructed. 

According  to  agency  personnel,  off  site  storage  was  not  used  because  of 
the  cost  of  disk  packs  needed  to  maintain  an  adequate  backup,  the  time 
necessary  to  transport  backup  materials  to  the  off  site  location  and  the  fact 
they  have  not  had  a  problem  in  the  past  with  backups  stored  at  the  bureau. 

As  a  result  of  an  interim  audit  communication  provided  during  the  audit, 
the  bureau  has  begun  procedures  to  maintain  appropriate  information  off  site. 
The  bureau  should  periodically  review  information  maintained  in  off  site 
storage  to  ensure  that  appropriate  off  site  backup  is  available  if  problems 
should  occur  with  information  maintained  at  the  bureau. 

RECOMMENDATION  #12 

WE    RECOMMEND    THE    BUREAU    MAINTAIN    ADEQUATE    OFF    SITE 

STORAGE    OF    THE    CURRENT    APPLICATION    SOFTWARE    AND    DATA 

BACKUPS. 


DISASTER  RECOVERY  PLAN 

The  bureau  does  not  have  a  written  disaster  recovery  plan  which  outlines 
a  course  of  action  should  an  interruption  or  a  major  disaster  affect  operations 
of  the   bureau's   minicomputer.      In   the  event  of  an   interruption   or  disaster,   the 
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bureau   staff   would   spend    valuable    time   trying   to   determine   the   proper   course 
of  action  in  getting  the  system  back  in  operation. 

The  purpose  of  recovery  procedures  is  to  allow  normal  operations  to 
resume  as  quickly  as  possible  without  introduction  of  errors.  Bureau  personnel 
indicated  informal  discussions  have  taken  place  on  this  topic,  but  they  have 
not  thought  it  necessary  to  develop  and  maintain  a  formal  plan. 

RECOMMENDATION  #13 

WE  RECOMMEND  THE  BUREAU  ESTABLISH,  TEST  AND  MAINTAIN  A 

WRITTEN     DISASTER     RECOVERY     PLAN     FOR     ITS     MINICOMPUTER 

SYSTEM. 
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APPENDIX 


Appendix  A 


COMPARISON  OF  CENTRAL  STORES  AND  RETAIL  PRICES  FOR  OFFICE  SUPPLIES 


1987 

Lowest 

Price 

Central 

Central 

Retail 

Difference 

Stores 

Office  Supplies 

Stores 

Catalog 

Savings 

Product  ♦ 

Description 

Unit 

Price 

Price 

or  (Loss) 

7001-0804 

BINDER,  3  RING,  2"  BLUE 

EACH 

2.30 

6.30 

4.00 

7001-1001 

BINDER,  3  RING,  3"  BLACK 

EACH 

4.35 

10.65 

6.30 

7001-1700 

BINDER,  3  RING,  2"  CLR  VIEW 

EACH 

3.65 

8.95 

5.30 

7202-0300 

PAPER  CLIP,  GEM,  JUMBO  2" 

BOX 

0.41 

1.33 

0.92 

7203-0200 

FASTENER,  2  PC,  2'  x  2  3/4' 

BOX 

2.21 

5.35 

3.14 

7203-0700 

FASTENER, 2"  CAP, BASE  4  PRONG 

BOX 

3.07 

6.60 

3.53 

7204-0600 

TACKS,  THUMB, 3/8'  HEAD,  lOO/BOX 

BOX 

0.31 

0.85 

0.54 

7207-2100 

STAPLES,  HEAVY  DUTY, 9/16', 5M/BX 

BOX 

8.95 

9.95 

1.00 

7208-2200 

TAPE, 2-SIDED, 3'CORE, 3/4'xl296' 

ROLL 

4.62 

6.02 

1.40 

7208-3200 

TAP£,STRAPING,3'C0RE,3/4"x60YD 

ROLL 

1.55 

6.20 

4.65 

7208-5500 

TAPE,MASKIN6, 3'CORE, 2'x60  YD 

ROLL 

1.80 

10.90 

9.10 

7302-0200 

FILE, EXPANSION, LEGAL, A-Z 

EACH 

8.08 

13.30 

5.22 

7303-0500 

FILE,  V  TRAY,  2.25x4*-  500  CARD 

EACH 

16.51 

27.50 

10.99 

7304-2500 

FILE, FOLDER, LEGAL, FULL  CUT 

BOX 

6.88 

13.85 

6.97 

7304-2700 

FILE, FOLDER, LEGAL,  1/3  CUT 

BOX 

6.42 

13.85 

7.43 

7304-2900 

FILE, FOLDER, LEGAL,  1/5  CUT 

BOX 

6.43 

13.85 

7.42 

7306-1400 

FILE  POCKET, LEGAL,  1  3/4  EX 

BOX 

20.65 

35.25 

14.60 

7308-4000 

INDEX  CARDS, 3'x5',WHITE,RULED 

PKG. 

0.46 

0.58 

0.12 

7403-1201 

LABEL  TAPE,3/8'xl44',  BLACK 

ROLL 

0.65 

2.05 

1.40 

7405-0211 

SIGNAL  DOTS,  1/4'  ROUND, YELLOW 

BOX 

0.92 

1.45 

0.53 

7502-0400 

PAD,  DESK  BLOTTER,  PLAIN 

EACH 

0.56 

0.66 

0.10 

7507-4500 

TAGS,  NAME.PLASTIC  PIN  ON 

BOX 

11.01 

18.00 

6.99 

7507-5000 

TAPE  DISPENSER,  HEAVY  DUTY  51 

EACH 

18.58 

23.02 

4.44 

7603-0200 

CASE,  MAGAZINE  FILE,  CARDBOARD 

EACH 

0.91 

1.75 

0.64 

7604-0100 

DESK  DRAWER  ORGANIZER  TRAY 

EACH 

2.92 

3.25 

0.33 

7604-2100 

PENCIL  CUP,  DESK  STYLE,  PLASTIC 

EACH 

1.82 

2.75 

0.93 

7605-3500 

TRAY,  STACKING  DESK,  LETTER  SIZE 

EACH 

2.31 

3.69 

1.38 

7605-3550 

TRAY,  STACKING  DESK,  LEGAL  SIZE 

EACH 

2.90 

5.79 

2.89 

7702-0500 

MAILING  BAGS,  14  1/2x20 

EACH 

0.55 

0.68 

0.13 

7704-2200 

COLUMNAR  PADS,  8  1/2x14,  4  COL 

EACH 

1.37 

2.85 

1.48 

7805-0404 

PENS,  BALL  POINT  FINE,  BLUE 

BOX 

1.03 

3.48 

2.45 

7805-4605 

PEN,  TRANSP,  FINE  LINE,  GREEN 

BOX 

4.49 

10.80 

6.31 

7805-8001 

PEN,  ROLLING  WRITER,  BLACK 

BOX 

3.45 

14.28 

10.83 

7901-0112 

CORRECITON  FLUID,  PINK 

BTL. 

0.92 

1.59 

0.67 

7907-0300 

TYPEWRITER  RIBBON,  BLACK,  IBM  3 

EACH 

2.17 

4.32 

2.15 

7907-1100 

TYPEWRITER  RIBBON,  CARBON  FILM 

EACH 

0.60 

1.33 

0.73 

7907-2001 

LIFT  OFF  TAPE,  DRY 

EACH 

0.29 

2.75 

2.46 

9505-0600 

RIBBONS,  PRINTER, BLACK  MULTI  STRIK  EACH 

1.22 

3.50 

2.28 
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COMPARISON  OF  CENTRAL  STORES  AND  RETAIL  PRICES  FOR  FINE  PAPER 


Central 
Stores 
Product  t 


Fine  Paper  Products 
Description 


7706-0010  COTTON  BOND  PAPER  8  1/2x14,  whte 

7706-0020  ONION  SKIN  PAPER,  8  1/2x11 

7706-0104  COPY  PAPER  8  1/2x11,  blue 

7706-0105  COPY  PAPER  8  1/2x11, green 

7706-0106  COPY  PAPER  8  1/2x11, buff 

7706-0111  COPY  PAPER  8  1/2x11, canary  20# 

7706-0113  COPY  PAPER  8  1/2x11, gldrd  201 

7706-0117  COPY  PAPER  8  1/2x11, rust 

7706-0204  COPY  PAPER  8  1/2x14, blue 

7706-0205  COPY  PAPER  8  1/2x14, green 

7706-0213  COPY  PAPER  8  1/2x14, gldrd 

7706-0231  COPY  PAPER  llxl7,blue 

7706-0233  COPY  PAPER,  11x17  PINK 

7706-0700  DUPLICATOR  PAPER,  8  1/2x11, 20«,»h 

7706-0800  MIBEO  PAPER  8  1/2x11, 201, WHTE 

7706-0820  MINEO  PAPER  8  1/2x14, 201, HHTE 

7706-1006  INDEX  STOCK,  8  1/2x11,  110»,  buff 

7706-1300  OFFSET  601,  8  1/2x11,  WHTE 

7707-0200  CARBONLESS  PAPER  8  1/2x11,  3  PT 

7707-0300  CARBONLESS  PAPER,  8  1/2x11,  4  PT 

7707-1100  CARBONLESS  PAPER,  11x17,  2  PT 

7707-1101  CARBONLESS  PAPER,  11x17,  3  PT 


1987 

Lowest 

Price 

Central 

Retail 

Difference 

Stores 

Catalog 

Savings 

Unit 

Price 

Price 

or  (Loss) 

REAM 

6.07 

19.25 

13.18 

REAM 

4.89 

11.40 

6.51 

REAM 

2.44 

4.67 

2.23 

REAM 

2.44 

4.67 

2.23 

REAM 

2.45 

4.67 

2.22 

REAM 

2.45 

4.67 

2.22 

REAM 

2.46 

4.67 

2.21 

REAM 

3.25 

4.67 

1.42 

REAM 

3.10 

8.95 

5.85 

REAH 

3.15 

8.95 

5.80 

REAM 

5.11 

8.95 

3.84 

REAH 

2.21 

9.27 

7.06 

REAM 

4.88 

9.27 

4.39 

REAM 

2.24 

6.65 

4.41 

REAH 

2.20 

6.65 

4.45 

REAH 

2.99 

7.00 

4.01 

CASE 

34.20 

47.98 

13.78 

CASE 

34.38 

47.00 

12.62 

CASE 

44.02 

54.24 

10.22 

CASE 

47.28 

56.86 

9.58 

CASE 

39.74 

50.20 

10.46 

CASE 

45.60 

54.24 

8.64 
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COMPARISON  OF  CENTRAL  STORES  AND  RETAIL  PRICES  FOR  COARSE  PAPER 


Central 
Stores 
Product  t 


Coarse  Paper  Products 
Description 


1987 

Lowest 

Price 

Central 

Retail 

Difference 

Stores 

Catalog 

Savings 

Unit 

Price 

Price 

or  (Loss) 

CASE 

29.65 

33.80 

4.15 

BNDL 

10.97 

15.49 

4.52 

CASE 

34.97 

34.12 

(0.85) 

EACH 

25.75 

30.50 

4.75 

CASE 

25.34 

23.25 

(2.09) 

CASE 

15.42 

16.60 

1.18 

CASE 

15.42 

16.80 

1.38 

CASE 

6.00 

8.97 

2.97 

CASE 

6.00 

8.65 

2.65 

BALE 

23.77 

31.70 

7.93 

BALE 

22.32 

34.18 

11.86 

BALE 

15.37 

23.29 

7.92 

BALE 

13.58 

16.53 

2.95 

BALE 

28.70 

40.14 

11.44 

CASE 

9.68 

12.38 

2.70 

CASE 

8.86 

10.50 

1.64 

CASE 

19.64 

22.00 

2.36 

CASE 

31.41 

45.85 

14.44 

CASE 

25.40 

30.65 

5.25 

CASE 

28.51 

37.63 

9.12 

CASE 

36.86 

49.40 

12.54 

ROLL 

11.30 

14.30 

3.00 

CASE 

39.55 

42.60 

3.05 

CASE 

7.38 

8.60 

1.22 

CASE 

14.22 

9.45 

(4.77) 

CASE 

22.90 

19.50 

(3.40) 

CASE 

40.92 

52.50 

11.58 

CASE 

34.85 

38.90 

4.05 

CASE 

16.45 

19.50 

3.05 

CASE 

36.60 

40.92 

4.32 

9301-0120  TOWEL,  HAND, ROLL, 7  7/8'x625M'blch 

9301-0200  TOWEL, HAND,SINGLE  FLD,9xlO  1/4 

9301-0400  TOWEL,  SHOP,  DISPOSABLE  WIPERS 

9302-0120  NAPKINS,  TABLE  13x17' 

9304-0600  BOWL,  POLYSTYRENE,  12  OZ 

9305-0100  FORKS,  PLASTIC,  MED  1000/CS 

9305-0200  KNIFE,  PLASTIC,  MED  DUTY,  1000/CS 

9305-0210  KNIFE,  PLASTIC,  LT  DUTY,  1000/CS 

9305-0310  SPOON-PLASTIC  LT  DUTY,  1000/CS 

9306-0350  BAGS,  PAPER,  1425,  BROWN  KRAFT 

9306-0360  BAGS,  PAPER,  #8  BROWN  KRAFT 

9306-0370  BAGS,  PAPER,  112  BROWN  KRAFT 

9306-0380  BAGS.  PAPER,  1735  BROWN  KRAFT 

9306-0400  BAGS,  PAPER,  18,  BLEACHED  WHITE 

9307-0100  CUP,  STYRO,  6  OZ 

9307-0210  LIDS  FOR  CUP  9307-0200 

9307-0510  LID  FOR  CUP  9307-0500  TRANS 

9307-1200  CUP,  PAPER,  COLD  DRINK  6  OZ 

9307-2300  CUP,  PAPER,  COLD  DRINK  10  OZ 

9307-3000  CUP,  PORTION,  PLASTIC  1  OZ,  TRANSL 

9307-3100  CUP,  PORTION,  PLASTIC  2  OZ,  TRANSL 

9308-0300  FOOD  WRAP,  PLASTIC,  18x2000'  ROLL 

9308-1100  FOOD  WRAP,  ALUM  FOIL, 9x10. 75 

9309-0100  COFFEE  FILTER,  4'  BASE,  9  1/4  DIAM 

9310-0300  TABLE  COVER,  PLASTIC  WHITE 

9311-0200  FOOD  TRAY,  12  BASKETWEAVE 

9312-0310  TOILET  SEAT  COVERS,  PAPER 

9313-0400  PAPER  CUPCAKE,  WHT,  4  1/2x1  3/8 

9313-0600  PLASTIC  GLOVES,  MED,  DISPOS 

9313-1200  STRAWS,  PLASTIC  WRAPPED  JUMBO 
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COMPARISON  OF  CENTRAL  STORES  AND  RETAIL  PRICES  FOR  COMPUTER  PAPER 


Central 
Stores 
Product  # 


Coiputer  Paper 
Description 


Unit 


1987  Lowest   Price 

Central  Retail  Difference 

Stores  Catalog  Savings  or 

Price  Price   (Loss) 


7709-0101  CONT  FORM,  IPT,  14  7/8x11,1/2'  bar 

7709-0102  CONT  FORM,  2PT,  14  7/8x11, 1/2'  bar 

7709-0201  CONT  FORM,  IPT,  14  7/8x8.5,l/2'bar 

7709-0301  CONT  FORM,  IPT,  14  7/8x8.5,l/8'bar 

7709-0303  CONT  FORM,  3PT,14  7/8x8.5,1/8"  bar 

7709-0501  CONT  FORM,  1  PT,9.5xll,  no  bar 

7709-0502  CONT  FORM,  2  PT,  9.5x11,  no  bar 

7709-0504  CONT  FORM,  4  PT,  9.5x11,  no  bar 

7709-0602  CONT  FORM,  2  PT,  10  5/8x11, 1/2'bar 

7709-0700  CONT  FORM,  1  PT,  9  7/8x11, 1/2'bar 

7709-0810  CONT  FORM,  1  PT,  14  7/8x11,  no  bar 

7709-0820  CONT  FORM,  1  PT,  9. 5x11, no  bar,  18t 

7709-2001  CONT  LABELS,  3.5x15/16 

7709-2203  CONT  LABELS  4x1  7/16 

7709-2301  CONT  LABELS  5x15/16 

7709-2401  CONT  LABELS  3.5x  7/16 


H 

7.59 

12.84 

5.25 

M 

22.51 

44.12 

21.61 

H 

7.29 

10.74 

3.45 

H 

6.28 

11.72 

5.44 

M 

28.36 

53.68 

25.32 

M 

5.19 

10.55 

5.36 

M 

15.26 

32.00 

16.74 

M 

31.78 

60.59 

28.81 

M 

17.92 

45.07 

27.15 

M 

5.02 

13.70 

8.68 

H 

9.74 

21.37 

11.63 

M 

6.98 

10.79 

3.81 

BOX 

9.38 

14.85 

5.47 

BOX 

44.75 

77.85 

33.10 

BOX 

15.79 

40.75 

24.96 

BOX 

17.90 

39.50 

21.60 
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COMPARISON  OF  CENTRAL  STORES  AND  RETAIL  PRICES  FOR  COMPUTER  SOFTWARE 


1987 

Lowest 

Price 

Central 

Central 

Retail 

Difference 

Stores 

Coiputer  Software 

Stores 

Catalog 

Savings 

Product  1 

Description 

Unit 

Price 

Price 

or  (Loss) 

9511-1000 

COUP  SOFTWARE  LOTUS  123 

EACH 

327.57 

450.00 

122.43 

9511-1100 

COMP  SOFTWARE  WORD  PERFECT 

EACH 

158.70 

450.00 

291.30 

9511-1200 

COMP  SOFTWARE  PFS  FILE  REPORT 

EACH 

165.60 

249.00 

83.40 

9511-1300 

COMP  SOFTWARE  CROSSTALK  XVI 

EACH 

100.82 

195.00 

94.18 

9511-1400 

COMP  SOFTWARE  DISPLAYWRITE  3 

EACH 

356.50 

495.00 

138.50 
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COMPARISON  OF  CENTRAL  STORES  AND  RETAIL  PRICES  FOR  JANITORIAL  PRODUCTS 


1987 

Lowest 

Price 

Central 

Central 

Retail 

Difference 

Stores 

Janitorial  Products 

Stores 

Catalog 

Savings 

Product  1 

Description 

Unit 

Price 

Price 

or  (Loss) 

9210-0200 

CAN  LINER, 22x14x58,  2  MIL 

CASE 

13.85 

23.28 

9.43 

9210-0300 

CAN  LINER,  23x10x39,  1.5  MIL 

CASE 

12.78 

15.08 

2.30 

9210-0310 

CAN  LINER,  23x10x39,  2  MIL  CL,  fg 

CASE 

24.79 

23.00 

(1.79) 

9210-0600 

CAN  LINER,  15x9x23,  1  MIL 

CASE 

10.45 

12.20 

1.75 

9210-0610 

CAN  LINER,  15  X  9  x  23,  1  MIL, hi  dn 

CASE 

12.73 

15.50 

2.77 

9210-0700 

CAN  LINER,  15  X  9  X  32,  1.5  lil 

CASE 

21.79 

17.95 

(3.84) 

9210-1300 

BREAD  BAG,  5  1/2x4  3/4  x  19 

CASE 

19.01 

21.95 

2.94 

9400-0501 

DUST  MOP  DRESSING,  REG,  1  GAL 

EACH 

10.55 

15.85 

5.30 

9401-0305 

SANITIZER  CLEANER,  5  GAL 

EACH 

28.18 

34.50 

6.32 

9401-0601 

CLEANER,  GEN  ALL  PURP  1  GAL 

EACH 

6.48 

6.90 

0.42 

9401-0700 

CLEANER,  TILE  PORC  &  CHROME 

CASE 

19.66 

24.40 

4.74 

9403-0600 

CLEANER,  CHLORINE  BLEACH  1  GAL 

CASE 

5.66 

5.90 

0.24 

9404-0600 

SCOURING  PADS,  6x9  1/2,  GREEN 

CASE 

19.94 

21.75 

1.81 

9404-0800 

DOODLEBUG  PADS,  4  5/8x10,  20/CS 

CASE 

29.38 

32.95 

3.57 

9406-0100 

HOUSEHOLD  BROOMS  COMPLETE 

EACH 

4.83 

5.00 

0.17 

9406-0110 

HOUSEHOLD  BROOMS  COMPLETE 

EACH 

10.57 

11.60 

1.03 

9406-0200 

WAREHOUSE  BROOM  COMPLETE 

EACH 

6.94 

11.40 

4.46 

9406-0300 

FLOOR  BRUSH,  MED  SWEEP  IB" 

EACH 

6.22 

9.55 

3.33 

9406-0500 

STREET  BROOMS,  HEAD  ONLY,  4  1/2" 

EACH 

5.54 

12.45 

6.91 

9406-0700 

DUST  PANS,  PLASTIC  XTRA  HVY  DUTY 

EACH 

1.72 

3.10 

1.38 

9407-0101 

BRACES  FOR  BRUSHES  &  BROOMS 

EACH 

0.66 

1.05 

0.39 

9407-0300 

HANDLES  FOR  WINDOW  SQUEEGES 

EACH 

2.15 

2.90 

0.75 

9407-0400 

HANDLES  FOR  MOP,  GRIPPER  TYPE 

EACH 

9.75 

12.00 

2.25 

9407-0600 

HANDLES  FOR  MOP,  QUICK  CHG  TYPE 

EACH 

5.07 

6.96 

1.89 

9408-0400 

WINDOW  SQUEEGEES,  14' 

EACH 

5.08 

6.03 

0.95 

9408-0700 

WINDOW  SQUEEGEES,  BRASS  CLIPS 

DOZ 

0.64 

0.60 

(0.04) 

9409-1700 

WET  MOP  HEAD,  32  OZ,  WHT  1  1/4' 

EACH 

5.85 

6.65 

0.80 

9410-0400 

BRUSHES,  SCRUB  10x2  7/8,  1  3/4  BRIS 

EACH 

2.96 

4.64 

1.68 

9411-1000 

WASTE  RECEPTACLES,  32  GAL 

EACH 

10.66 

19.60 

8.94 

9411-1001 

LID  FOR  9411-1000 

EACH 

2.91 

3.00 

0.09 

9411-1800 

SYNTHETIC  FLOOR  PAD,  18*  STRIP 

CASE 

18.21 

25.08 

6.87 
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AGENCY  RESPONSE 


DEPARTMENT  OF  ADMINISTRATION 

PURCHASING  DIVISION 

PROPERTY  AND  SUPPLY  BUREAU 

CENTRAL  STORES  PROGRAM  -  SURPLUS  PROPERTY  PROGRAM 

TEDSCHWINDEN,  GOVERNOR 


930  LYNDALK  AVENUE 


STATE  OF  MONTANA' 


(406)  444-4514 


HELENA,  MONTANA  59620-0137 


fXpril    15,    1988 


APR  1  b  1988 

MONTANA  LEGISLATIVE 
AUDITOR 


Jim  Pel  1  eg  r i  ni 

Deputy  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Capi  tol  Stat  i  on 

Helena,  MX   59620 

Dear  Jim: 

SUBJECT:   Property  and  Supply  Bureau  Performance  Audit  Response 

We  are  pleased  with  your  report.   Of  the  13  recommendations 

made,   only   1  directly   relates   to   the   Bureau's   primary 

prog  ram- -Cen t ra  1  Stores.    You  have  verified  the  savings   this 

program  produces  for  the  State  of  Montana. 

We  also  appreciate  the  timing  of  your  audit.  The  State  Surplus 
Program  was  recently  reorganized,  and  your  recommendations  have 
been  helpful  in  implementing  the  newly  reorganized  program. 


Sincerely , 


ELLEN  FEAVER 
Di  rector 

Enclosure 
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AN  tOUAi  OPPORlUNtTY  SMPl  OYER 


puUrccnn  6  grapMn 


„f 


PROPERTY  AND  SUPPLY  BUREAU  -  PERFORMANCE  AUDIT 
RESPONSES 


Recommendation  #1 

We  recommend  the  Bureau  periodically  review  the 
reasonableness  of  markup  percentages,  and  revise  and 
document  as  necessary. 

Response : 

We  concur.  Implemented  as  of  September  4,  1987.  A  review 
process  will  be  completed  annually. 


Recommendation  #2 

We  recommend  the  Bureau: 

A.  Document      support      for      surplus      property 
handling/auction  fees;  and 

B.  Periodically     review     and     revise     surplus 
handling/auction  fees  as  necessary. 


Response : 


We    concur.     We    will    document    support    for 
auction /handling  fees,  July,  1988. 

We   concur.    We   will   annually   review   and   revise 
handling/auction  fees. 


Recommendation  #3: 

We  Recommend  the  Bureau  ensure  appropriate  distributions  of 
surplus  revenue  to  the  general  fund. 

Response : 

We  concur.   Implemented  as  of  July  1,  1987. 

Recommendation  #4: 

We    recommend    the    Bureau   ensure    proper   and    timely 
distribution  of  surplus  property  sales  revenues. 
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Response : 

We  concur.   Implemented  as  of  November  6,  1987. 

Recommendation  #5: 

We  recommend  the  department  inform  and  educate  state 
agencies  regarding  the  need  for  timely 
declaration/disposition  of  state  government  surplus  property. 

Response : 

We  concur.  We  have  increased  the  frequency  of  the  surplus 
property  bulletin.  It  is  now  a  monthly  issue.  We  are 
including  articles  in  the  newsletter  to  increase  awareness. 
We  also  developed  a  class  on  the  subject  of  surplus 
property.  The  class  will  be  presented  in  conjunction  with 
the  Purchasing  Bureau  training  class.  The  first  offering  is 
scheduled  for  April  1988. 

Recommendation  #6: 

We  recommend  the  Bureau  establish  a  timely  process  for 
discounting/disposing  of  surplus  property  items. 

Response : 

We  concur.  An  aging  and  discounting  system  has  been  in 
place  since  July  1987.  However,  selected  items  are  retained 
longer  as  a  draw  for  public  sales  and  for  donees. 

Recommendation  #7: 

We  recommend  the  department  review  its  procedures  for 
approval  and  processing  of  surplus  property  forms  to  ensure 
timely  processing  of  properly  authorized  forms  and  to 
maintain  an  appropriate  level  of  control  over  disposition. 

Response : 

We  concur.  We  will  review  our  procedures  for  approval  and 
processing  of  surplus  property  forms  by  July  1988. 
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Recommendation  #8: 

We  recommend  the  bureau  develop  written  policies  and 
guidelines  regarding  operation  of  its  minicomputer. 

Response : 

We  concur.  Implemented  as  of  January  1,  1988.  The  manual 
will  be  reviewed  and  improved  within  the  next  6  months  and 
reviewed  annually  thereafter. 


Recommendation  #9: 

We  recommend  the  Bureau  develop  and  maintain  adequate 
documentation  of  minicomputer  system  modifications. 

Response : 

We  concur.   Implemented  October  30,  1987. 

Recommendation  #10: 

We  recommend  the  Bureau  establish: 

A.  Adequate  segregation  of  duties;  and 

B.  Independent  review  of  data  processing  activities  to 
provide  controls  against  unauthorized  data  processing 
activities. 

Response : 

A.  We  concur.   Implemented  as  of  October  30,  1987. 

B.  We  concur.   Implemented  as  of  October  30,  1987. 

Recommendation  #11: 

We  recommend  the  bureau  strengthen  physical  security  control 
over  its  minicomputer,  software,  data  and  technical  manuals 
to  prevent  unauthorized  access. 

Response : 

We  concur.  As  of  December  14,  1987  the  Bureau  has 
physically  locked  the  computer  room  and  enclosed  in  the  room 
all  technical  manuals. 
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Recommendation  #12 

We  recommend  the  bureau  maintain  adequate  offsite  storage  of 
the  current  application  software  and  data  backups. 

Response : 

We  concur.   Implemented  September  20,  1987. 

Recommendation  #13 

We   recommend   the  bureau  establish,   test   and  maintain  a 
written  disaster  recovery  plan  for  its  minicomputer  system. 

Response : 

We  concur.   Disaster  Recovery  Plan  written  and  implemented 
September  9,  1987. 
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